SAN  FRANCISCO  PUBLIC  LIBRARY 


3  1223  06460  2908 


SECTION  312  LOAN  LIMITS 

THE  IMPLICATIONS  FOR  FEDERALLY  ASSISTED 
CODE  ENFORCEMENT  I  FACE  1  IN  SAN  FRANCISCO 


DEPARTMENT  OF  PUBLIC  WORKS  DECEMBER  1968 

DEPARTMENT  OF  CITY  PLANNING  -  CITY  AND  COUNTY  OF  SAN  FRANCISCO 


San  Francisco  Public  Library 

Government  information  Center 

tOO  Urkin  Street,  5th  Floor 
Ban  Francisco,  CA  94102 

REFERENCE  BOOK 

Not  to  be  taken  from  the  Library 


Section  312  Loan  Limits: 
The  implications  for 
Federally  Assisted  Code  Enforcement 
(FACE)  in  San  Francisco 


Department  of  Public  Works 
Department  of  City  Planning 


C  i  ty  and  County 


December,  1368 
of  San  Francisco 


Digitized  by  the  Internet  Archive 
in  2014 


https://archive.org/details/section312loanli1968lync 


TABLE  OF  CONTENTS 

Page  No. 

I  .     I  nt  roduct  i  on   1 

II.     Summary  of  Findings   3 

Ml.     Implications  of  the  Loan  Limit  

IV.    Conclusions   16 

V.     Appendices   10 


3  1223  06460  2908 


1.  INTRODUCTION 


The  Federally  Assisted  Code  Enforcement  (FACE)  program  has 
been  in  operation  in  four  San  Francisco  neighborhoods  since  1967. 
FACE  is  a  combination  of  three  federal  programs:     Section  117 
( 1 9^+9  Housing  Act)  grant,   for  concentrated  code  enforcement, 
Section  115  (19^9  Housing  Act)  Rehabilitation  grants,  and  Section 
312  (1965  Housing  Act)   low-interest  rehabilitation  loans. 

The  success  of  the  program  in  the  four  current  project  neigh- 
borhoods ,  (areas  in  relatively  good  condition,  with  a  high  pro- 
portion of  owner  occupants,  and  one-to-four  unit  structures) 
prompted  the  Departments  of  Public  Works  and  City  Planning  to 
consider  using  the  program  as  a  tool  to  halt  decline  of  some  of 
San  Francisco's  older  neighborhoods.     In  the  spring  of  1968,  an 
amendatory  application  was  prepared  for  three  new  FACE  areas,  each 
in  somewhat  poorer  condition  than  the  original   four.     The  city 
departments  believed  the  combination  of  public  improvements  and 
available  grants  and  low-interest  loans  would  provide  impetus  for 
neighborhood  rejuvenation. 

Reaction  by  community  organizations  in  the  three  proposed 
project  areas  was  favorable  toward  use  of  FACE.     The  strongest 
attraction  of  the  program  seemed  to  be  the  3%,  20-year,  Section 
312  loans  that  are  possible.     Each  of  the  three  neighborhoods  had 
been  unoffically  "red-lined"  by  lending  institutions,  and  any 
available  funds  were  for  short  terms  at  high  interest  rates. 
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The  FACE  program  seems  to  have  considerable  value  as  a  tool 
for  San  Francisco  and  intentions  are  to  expand  its  use  as  staff 
and  funds  will  permit,  particularly  into  neighborhoods  that  are 
beginning  to  decline.     The  loans,  grants  and  relocation  payments 
have  seemed  a  workable  combination  to  minimize  disruption  of 
tenants  and  property  owners,  keep  code  compliance  financing  costs 
low  and  bring  buildings  up  to  San  Francisco  Housing  Code  standards. 

However,  the  recently  passed  1968  Housing  Act  contains  pro- 
visions which  could  seriously  affect  the  San  Francisco  FACE 
program.     By  limiting  the  3%  loans  to  property  owners  who  are  with- 
in the   income   limits  set  for  221(d)(3)  moderate   income  housing,' 
the   1968  Act  could  virtually  halt  the  program  in  the  very  neighbor- 
hoods which  need  it,  such  as  declining  areas  where  commercial 
financing  is  unavailable  and  where  property  owners  have  incomes 
above  those  limits. 

Because  the  new    loan   limits  seemed  to  have  such  serious 
consequences  for  the   long-range  future  of  the  program,  the  FACE 
staff  decided  to  investigate  possible  ramifications  of  the  new 
Act . 

This  report  is  the  result  of  that  investigation.  The  feasi- 
bility of  private  financing  was  tested  and  research  was  conducted 
into  the  circumstances  of  those  persons  who  have  already  received 
FACE  loans  but  who  would  be  ineligible  under  the  new  provisions. 
Alternative  criteria  for  choosing  future  FACE  projects  were  also 
developed,  and  some  conclusions  were  made  about  using  the  data  to 
formulate  more  reasonable  limits  for  the  312  loan  program. 

'  See  Income  Limits,  Appendix  A 
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I  I  .     SUMMARY  OF  FINDINGS 

1.  The  use  of  the  221   (d)(3)   income  limits  to  determine  eligibility 
for  Section  312  loans  would  alter  the  possible  uses  of  the 

FACE  program  in  San  Francisco. 

2.  The  most  serious  factors  which  would  limit  the  use  of  the 
program  are  lack  of  available  alternative  financing  at  reason- 
able rates  and  increased  displacement  of  tenants.  x 

3.  The  income  limit  provisions  would  probably  preclude  expansion 
into  San  Francisco's  older  and  somewhat  more  deteriorated 

ne  i  ghborhoods . 

k.  New  project  selection  criteria  would  be  necessary  to  achieve 
maximum  neighborhood  rejuvenation  with  minimum  community 
di  s  rupt  i  on . 
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III.     IMPLICATIONS  OF  THE  LOAN  LIMITS 


Ineligible  Recipients 

A  preliminary  investigation  indicated  that  almost  half  the 
property  owners  who  have  received  Section  312  loans  in  the  current 
FACE  projects  would  be  ineligible  under  the  new  221   (d)(3)  limits. 
Because  this  proportion  seemed  large,  a  thorough  study  was  made 
of  each  of  the  \kk  ineligible  loan  files.     The  results  of  that 
study,  summarized  in  this  section,  are  detailed  in  eleven  tables 
in  Appendix  C.2 

Table  1     Comparison  of  Compliance  Costs 

Average/building  Average/unit 
Total  FACE  program  $378  $247 

All  S.F.  FACE  312  loan  recipients        $2978  $1880 
SF  312  loan  recipients  who  would  be 

ineligible  $^235  $1853 


The  average  compliance  costs  for  structures  owned  by 
ineligible  loan  recipients  are  significantly  higher  than  for  the 
total  program.     This  difference  in  costs  indicates  that  property 
owners  with  higher  than  average  repair  costs  tend  to  apply  for 
Section  312  loans.     This  tendency  probably  is  a  result  of  two 
factors:     First,  those  with  lower  costs  can  more  easily  obtain 
private  financing.     Second,  those  with  higher  costs  and  more 
extensive  code  repairs  are  more  likely  to  take  advantage  of  the 
entire  FACE  program  "package",   including  architectural  drawings, 
bidding  arrangements,  Section  312  loans  and  aid  in  rehabilitating 
above  code  standards.     The  difference  in  cost  between  structures 
2  See  Research  Form,  Appendix  B 


owned  by  eligible  and  ineligible  recipients  reflects  the  fact 
that  more  ineligible  property  owners  had  multi-unit  buildings. 
The  significance  of  this  comparision  is  that  many  property  owners 
who  are  required  to  invest  money  in  code  compliance  work  will  be 
unable  to  do  so  at  the  low  interest  rate  and  long  terms  available 
through  Section  312  loans. 

Owner-occupancy  rates  also  illustrate  a  significant  factor 
about   ineligible  loan  recipients.     Table  2  below  indicates  that 
a  relatively  large  proportion  of  ineligible  recipients  are  owner- 
occupants.     This  ineligibility  may  impose  a  particular  hardship, 
because  these  home-owners  might  often  be  required  to  invest  in 
code  repairs,  without  the  economic  resources  provided  by  rental 
i  ncome . 


Table  2  Owner  Occupancy 

Arg.  P.  B .  Vista      Glen  P.      Gt.  Highway 

All  property  owners 

in  FACE  area  39%  30%  73%  ^6% 

I nel i  gi  ble  loan 
recipients  in  FACE 

area  52%  51%  81%  38% 

Another  factor  indicated  by  the  file  data,  which  may  tend 
to  create  hardship  for  ineligible  property  owners,   is  the  age  of 
the  structures.     Table  3  below  shows  that  almost  three-quarters 
of  those  buildings  were  constructed  before  1920.     This  element 
of  age  would  probably  have  two  effects.     First,  older  homes  would 
offer  less  attractive  collateral  to  private  financiers,  and, 
second,  older  structures  are  usually  in  need  of  more  extensive 
code  compliance  repairs. 
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Table  3  Age  of  Structures  Owned 

By  Ineligible  Recipients 

%  Cumulative  % 


Bu  i 1 1  before  1 900 

10% 

10% 

1901-1920 

6k°/ 

1h% 

1921-1 9^0 

15% 

89% 

19^1  or  later 

8% 

97% 

Not  known 

3% 
100% 

100% 

Private  Financing 

Many  sources  indicate  that  commercial   loans  to  finance 
rehabilitation  of  properties  in  declining  areas  of  San  Francisco 
are  difficult,    if  not  impossible,  to  obtain.     More  particularly, 
private  funds  are  seldom  available,  at  reasonable  rates  and  terms, 
to  property  owners   in  the  three  proposed  FACE  areas,  Alamo  Square, 
Bernal  Heights  and  Duboce  Triangle. 

Open  hearings,   to  which  all  property  owners  were  invited, 
were  held  in  each  of  the  three  areas,   to  test  community  reaction 
to  the  program  and  to  assess  both  the  need  for  and  understanding 
of,  FACE.     At  each  hearing,  speakers  stressed  the  need  for  readily 
available  financing.     Many  cited  exhorbitant  interest  rates  and 
short  terms  on  the  few  loans  which  were  offered,  often  by  less 
than  reputable  finance  firms. 

Since  those  hearings  were  held,  early  in   1968,  several  cases 

in  the  Alamo  Square  neighborhood  have  been  investigated  by  the 

FACE  staff,  as  part  of  a  documentation  of  the  difficulty  of 

obtaining  financing.     The  same  kinds  of  difficulties  have  also 

occurred  in  the  other  two  proposed  areas,  but  because  the  Alamo 
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Square  cases  were  more  thoroughly  investigated,  only  that  infor- 
mation will  be  presented  in  this  report. 

A  block  in  the  Alamo  Square  area    was  chosen  for  a  complete 
investigation,  which  included  inspections  to  determine  code 
compliance  costs,  tenant  interviews  and  meetings  between  owners 
and  FACE  loan  officers. 3 

One  owner,  who  felt  the  program  was  essential  to  the  neighbor 
hood,   reported  his  own  difficulties   in  obtaining  a  loan.     He  needed 
funds  for  code  repairs  required  by  the  Bureau  of  Building  Inspec- 
tion after  a  complaint  was   lodged  against  his  building.     The  sole 
method  of  financing  available  to  him  was  a  three-year  interest- 
only  loan  at  10%  plus  a  15  point  fee  as  the  broker's  commission. 
Because  the  terms  of  the  loan  were  so  steep,  the  man  did  not  bor- 
row enough  money  to  repair  all  the  eleven  units   in  the  structure, 
five  of  which  had  been  added  illegally.     Instead,  he  deconverted 
to  six  apartments.     He  said  he  tried  to  economize  by  hiring 
"relatives  and  moonlighters"  to  do  the  repair  work,  which  took 
from  six  to  eight  months. 

This  case  is  an  excellent  example  of  the  impact  of  financing 

difficulties  on  tenants.     All   the  eleven  families   living  in  his 

building  were  displaced,  both  by  the  deconversion  to  six  units  and 

by  the   long,  extensive  repair  work.     None  of  the  former  tenants 

could  return  after  the  building  was  brought   into  compliance, 

because  none  could  afford  the  a lmost -doub 1 ed  rents.     The  owner 

said  he  felt  he  was  justified  in  such  an  increase,  because  the 

financing  costs  were  so  high  and  because  he  had  lost  so  much 
_  7  _ 

^  Code  Enforcement  Feasibjlity  Sudty,  May,   1968,  available  from  the 
Property  Conservation  Division,  S.F.  Department  of  Public  Works. 


revenue  while  his  units  were  vacant. 

In  April,   1968,  another  case  was  investigated  by  a  FACE  loan 
officer.     A  property  owner  in  the  proposed  Alamo  Square  FACE  area 
needed  $9,000  to  pay  a  due  second  mortgage.     The  holder  of  his 
first  mortgage,  a  savings  and  loan  company,  would  not  refinance, 
citing  two  factors:     first,   the  "tight  money"  market  precluded  any 
refinancing,   and  second,   the  Alamo  Square  neighborhood  had  been 
"red-lined"  by  the  firm  as  a  high  risk  area. 

The  FACE   loan  officer  investigated  several  other  savings 
and  loan  companies,   to  see  if  private  financing  were  available 
for  this  property  owner.     Only  one  institution  was  willing  to 
refinance  the  mortgages,  and  indicated  it  would  refinance  both  the 
first  and  second  mortgages  at  B-£%  for  15  years,  plus  three  points, 
for  $95,000.     The  actual  cost  to  the  owner,    including  prepayment 
penalties  to  the  holders  of  the  first  mortgage,  would  be  $1^,000, 
or  $5,000  more  than  the  $9,000  needed  to  pay  the  second  mortgage. 

The  FACE  loan  officer  also  contacted  eight  secondary  mortgage 
lenders.     Most  were  uninterested,  both  because  of  the  "tight 
money"  situation  and  because  of  the  character  of  the  neighborhood. 
The  few  institutions  that  were  interested  would  charge  the  maxi- 
mum legal   interest  rate--10%  plus  10-15  points  as  a  brokerage  fee. 
These  loans  would  be  secured  by  a  deed  of  trust,   for  a  maximum  of 
five  years,  with   low  monthly  installments  and  a  "balloon  payment" 
of  almost  $9,000  due  at  the  end  of  the  five-year  period.     A  fully 
amortized  loan  was  available  from  one  mortgage  company,  which 
offered  the  money  at   10%,  plus   10  points,   for  five  years. 
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Another  case  was  investigated  in  October,   1968,  when  an  Alamo 
Square  property  owner  needed  funds  for  rehabilitation.  The 
twenty-five  unit  structure  was  acquired  through  a  foreclosure, 
and  the  owner  wanted  a  loan  of  more  than  $30,000  for  the  extensive 
repairs  necessary  to  bring  the  building  into  code  compliance. 
The  savings  and  loan  firm  which  held  the  first  deed  of  trust  would 
neither  refinance  the  existing  mortgage  or  take  a  second  for  the 
amount  of  the  repairs.     The  owner  thought  the  location  of  the 
property,  near  a  redevelopment  project  and  a  proposed  code  en- 
forcement area,  would  enhance  his  possibility  of  obtaining 
reasonable  financing,  but  he  tried  several  conventional  sources 
with  no  success. 

When  the  FACE  staff  was  informed  about  the  owner's  difficul- 
ties, a  loan  officer  contacted  nine  lending  institutions  and 
again  was  told  that  Alamo  Square  was  in  a  "high  risk"  area  and 
would  probably  not  qualify  for  any  kind  of  loan  or  refinancing. 
He  also  found  that  FHA  had  labelled  the  Fillmore,  including 
Alamo  Square,  as  an  "AB"  area:     "A"  for  "subject  to  civil  disorder 
or  riot"  and  "B"  for  "blighted".     The  only  institution  which 
offered  a  loan  on  the  building  would  refinance  the  existing 
mortgage,   $35,000,  plus  the  cost  of  rehabilitation,  about  $30,000, 
at  9%  for  fifteen  years,  plus  three  points,  at  a  total  cost  to 
the  owner  of  approximately  $160,000. 

Effects  on  Tenants 

Proposed  expansion  of  the  San  Francisco  FACE  program  into 
new  kind  of  areas  depended  heavily  on  the  assumption  that  the  low 
interest   loan  program  could  help  minimize  tenant  dislocation, 
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while  enabling  maximum  improvement  of  housing  conditions.  That 
balance  between  displacement  and  housing  improvement  was  delicate 
at  best;  under  the  new  312  income  provisions  it  would  probably 
preclude  FACE  in  San  Francisco  neighborhoods  most  in  need  of 
code  repairs. 

Increased  rent  would  be  the  most  obvious  effect  of  loan 
limits  on  tenants.     Even  with  the  pre-1968  loan  provisions,  a 
significant  amount  of  rent  increase  displacement  was  projected 
for  the  three  proposed  FACE  areas.     Those  earlier  projections  were 
based  on  rent  increases  of  about  $5.50  per  month  of  every  $1000 
loaned  through  the  Section  312  program,  at  3%  interest  for 
twenty  years.     However,  if  those  projections  were  made  using  the 
conventional  financing  presently  available  in  those  neighborhoods, 
the  rent  increase  dislocation  would  probably  be  at  least  doubled. 

As  in  other  older  San  Francisco  neighborhoods,  particularly 
those  which  serve  poorer  tenant  populations,  many  units  have  been 
added  illegally,  by  subdividing  existing  houses,  flats  or 
apartments  without  a  building  permit.     Often  these  units  can  be 
legalized,  in  fact  these  illegal  units  were  projected  as  an 
important  source  of  relocation  housing  for  FACE  program  dis- 
placees.     However,  legalization  can  be  expensive,  and  only  the 
generous  provisions  of  the  pre-1968  Section  312  loans  would 
render  many  legalizations  economically  feasible.     As  a  result 
of  the  new  limits,  many  property  owners  will  of  necessity  choose 
to  deconvert  to  the  original  use,  a  process  which  is  less  ex- 
pensive but  which  will   increase  displacement  even  further  and 
curtail  an  important  relocation  resource. 
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When  FACE  is  instituted  in  a  neighborhood,  every  property 
owner  is   legally  responsible  for  correcting  all  code  violations 
in  his  building  within  the  three-year  project  duration.     He  may, 
of  course,  have  been  required  to  do  so  through  the  City's  regular 
program  of  code  enforcement,  but  the  concentrated  program  was 
justified  partially  by  readily  available  financial  aids.  With 
the  applicability  of  those  aids  so  greatly  curtailed,  owners 
unable  to  finance  code  repairs  will  be  subject  to  the  City's 
standard  condemnation  procedures.    Investigation  into  the  lack  of 
conventional  financing  tends  to  support  the  assumption  that 
use  of  FACE  with  the  new  loan  limits  will  greatly  increase  the 
number  of  condemnation  and  eventual  demolition  cases  processed 
by  the  Bureau  of  Building  Inspection  and  the  number  of  tenants 
subsequently  displaced  from  condemned  buildings. 

Changes  Necessary  in  Criteria  for  Selection  of 
Mew  FACE  Projects   in  San  Francisco 

The   information  already  reported  about  the  difficulties  of 

obtaining  private  financing  and  the  possible  hardships  inherent 

in  the  four  current  areas  makes  imperative  a  new  definition  of 

what  kinds  of  neighborhoods  will  be  successful  FACE  projects. 

The  first  definition  of  success  for  FACE,   in  San  Francisco, 
under  provisions  of  the  1965  Housing  Act  was  the  achievement  of 
neighborhood  stability  through  raising  the  standards  of  building 
condition.     Using  this  definition,  San  Francisco  FACE  staff 
developed  the  following  criteria?     potential  FACE  areas  should 
be  in  a  reasonably  good  condition,  with  indications  of  citizen 
involvement  in  the  community,  a  high  proportion  of  owner  occupants 
and  a  large  percentage  of  one-to-four  unit  buildings. 


Arguello  Park,  Buena  Vista,  Glen  Park  and  Great  Highway  were 
chosen  to  test  these  criteria.    Success  in  these  four  neighbor- 
hoods prompted  the  FACE  staff  to  investigate  use  of  the  program 
in  more  deteriorating  sections  of  the  city,  such  as  Bernal  Heights 
and  the  Western  Addition.    An  investigation  into  ownership  pat- 
terns and  structural  condition  proceeded  and  citizen  groups  in 
the  communities  learned  about  the  program  and  became  enthusiastic 
about  its  possibilities.     Some  initial  concern  about  possible 
disruption  was  handled  in  two  ways:     First,  an  intensive  effort 
would  be  made  to  seek  both  on  and  off  site  relocation  resources 
such  as  leased  public  housing  and  subdivision  of  existing  large 
units.     Second,    in  the  two  neighborhoods  with  the  largest  tenant 
populations,  citizen  groups  offered  to  aid  in  the  processes  of 
relocation  and  communication.     By  using  these  extra  tools  and 
reducing  the  initial  project  size  to  a  few  hundred  buildings, 
the  FACE  staff  believed  disruption  could  be  kept  to  a  minimum 
and  that  the  program  could  be  safely  tested. 

However,  when  the  announcement  was  made  that  the  1968 
Housing  Act  would  severely  curtail   the  use  of  the  Section  312 
loan  program,   the  decision  was  made  to  halt  the  three  projects 
proposed  for  more  deteriorating  neighborhoods,  unless  the  pre- 
1968  loan  provisions  could  be  used.     A  recent  decision  by  the 
Secretary  of  the  Department  of  Housing  and  Urban  Development  will 
allow  those  three  projects  to  proceed  without  the  221(d)(3) 
limits;  however,  only  a  change  in  the  law  will  enable  San 
Francisco  to  expand  as  planned  into  the  areas  surrounding  these 
three  experimental  projects. 
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Many  forces  are  now  at  work  to  alter  these  limits.     In  the 
meantime,  however,  the  San  Francisco  FACE  staff  has  formulated  a 
third  set  of  criteria  which  will  be  used  for  the  next  round  of 
projects,  which  will  be  applied  for  while  the  limits  are  in 
effect.     Those  criteria  are  designed  to  improve  the  building 
stock  while  causing  the  least  neighborhood  disruption.  The 
criteria  are  relatively  good-condition  of  structures,  readily 
available  commercial  financing,  high  owner-occupancy  rate  and 
above-average  incomes.     The  Department  of  City  Planning  has 
already  begun  studies  of  several  neighborhoods  which  appear  to 
meet  these  standards. 

Code  Enforcement  Feasibility  Studi es,  A 1 amo  Square  &  Bernal  Heights 

When  the  decision  was  made  to  test  the  1965  Housing  Act 
FACE  program  in  more  deteriorating  neighborhoods,  feasibility 
studies  were  made  to  test  the  possible  effects  of  the  program, 
both  for  property  owners  and  for  tenants.     Both  studies  con- 
cluded that  the  program  could  be  used  successfully;  most  property 
owners  qualified  for  Section  312  loans  or  Section  115  grants; 
compliance  costs  would  not  render  code  enforcement  infeasible, 
and  a  minimum  number  of  tenants  would  be  displaced  by  rent 
increases  or  deconverted  illegal  units.     A  re-examination  of 
data  in  the  two  studies  can  provide  a  valuable  illustration  of 
what  might  happen  if  FACE  were  only  to  be  used  with  the  221(d)(3) 
1  imi  ts . 

In  Alamo  Square,  part  of  San  Francisco's  Western  Addition, 
one  block  was  chosen  for  intensive  study.     Buildings  were 
inspected  for  code  violations,  and  available  owners  and  tenants 
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were  interviewed.     The  study  concluded  that  one  owner  was 
eligible  for  a  grant  and  that  all  owners  appeared  to  qualify  for 

Section  312  loans.     A  projection  was  made  that  the  readily  a- 

vailable  low-interest  financing  would  encourage  legalization  of 

almost  all   illegal  apartments,  conserving  dwelling  units  which 

could  be  used  as  relocation  resources. 

With  the  application  of  the  221(d)(3)   loan  limits,  however, 
the  hopeful  picture  of  FACE  in  Alamo  Square  is  completely  alter- 
ed.    One  property  owner  would  still  qualify  for  the  grant ,  doubled 
to  $3,000  by  the  1968  Housing  Act.     Probably  one  of  the  other 
property  owners  could  qualify  for  loans  because  they  appear  to 
exceed  the  maximum  income  limits  for  Section  312  loans.  Because 
the  study  also  found  that  conventional  financing  was  virtually 
unobtainable  in  the  Western  Addition,  this  combination  of  con- 
centrated code  enforcement  with  scarce  repair  funds  may  cause  a 
situation  of  serious  neighborhood  disruption.    A  conservative 
estimate  is  that  at  least  twice  as  many  tenants  would  be  dis- 
placed by  rent  increases  and  that  at  least  one  and  one-half  times 
as  many  units  would  be  eliminated.     Many  structures  would  be  con- 
demned because  owners  could  not  fund  repair  costs,  and  the  delays 
involved  would  probably  preclude  completing  the  project  within 
the  three-year  time  limit  required  by  HUD. 

A  feasibility  study  was  also  made  in  the  proposed  Bernal 
Heights  area,  an  older  neighborhood  with  different  character- 
istics from  Alamo  Square:    Many  owner  occupants  and  a  large 
proportion  of  single-family  dwellings.     The  study  was  undertaken 
when  HUD  officials  questioned  the  suitability  of  Bernal  Heights. 
They  believed  buildings  in  the  neighborhood  might  be  in  such 
poor  condition  that  code  compliance  would  be  an  unsound  invest- 


ment  and  that  owners  might  be  ineligible  for  loans  because  their 
properties  were  overencumbered . 

The  study  concluded,  as  did  the  Alamo  Square  report,  that 
FACE  would  be  feasible:     Code  compliance  costs,  although  high, 
would  be  justified  by  the  apparent  wish  of  owners  to  improve 
the  neighborhood.     No  tenants  would  be  displaced  from  the  studied 
buildings,  and  only  a  slight  relocation  need  was  projected  for 
the  entire  proposed  FACE  area. 

The  implications  of  the   I960  Housing  Act  312   loan  limits 
are  not  as  severe  in  Bernal  Heights  as   in  Alamo  Square.  About 
half  of  the  eligible  interviewed  owners  appear  to  qualify  for 
loans  under  the  limits,  about  the  same  proportion  as  would 
qualify  in  the  four  current  FACE  areas.     The  area  has  a  small 
proportion  of  tenants,  although  more  would  have  to  relocate  if 
the  limits  were  applied,   the  displacement  would  still  be  minimal. 
The  major  effects  of  the   limits  would  be  felt  by  ineligible 
property  owners  who  are  required  to  make  code  repairs  but  who 
are  who  or &  unable  to  obtain  funds  from  commercial  lending 
i  nst  i  tut  i  ons . 
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IV  CONCLUSIONS 

As  has  been  shown  In  the  data  gathered  for  this  report, 
Imposition  of  the  Section  312  loan  Income  limits  will  seriously 
limit  the  possibility  of  expanding  the  FACE  program  in  San 
Francisco.    The  objectives  must  be  curtailed  to  fit  the  lessened 
financial  aid  available  and  to  minimize  any  displacement  of 
tenants  and  disruption  of  property  owners. 

Because  some  inequities  have  apparently  been  found  in  use 
of  the  312  program  in  some  sections  of  the  country,  it  Is  un- 
likely the  Congress  will   rescind  completely  the  provision  of  some 
limit  on  eligibility.     That  data  and  analysis  in  this  study  were 
intended  primarily  to  formulate  eligibility  requirements  which 
would  prevent  misuse  of  federal  funds  and  still  allow  the  kind 
of  flexibility  necessary  for  use  of  FACE  in  those  parts  of  the 
city  in  need  of  concentrated  code  enforcement. 

The  most  serious  factor  found  in  this  study  Is  the  difficulty 
which  over-income  property  owners  find  in  obtaining  reasonable 
commercial  funds  as  an  alterant  ive  to  a  Section  312  loan. 
Demonstration  of  such  difficulty  might  be  added  to  the  1968 
Housing  Act  provisions:     lack  of  reasonable  conventional 
financing  should  qualify  an  otherwise  ineligible  property  owner. 

The  second  most  serious  effect  of  applying  the  limits  is 
the  increased  amount  of  displacement  of  tenants,  particularly  low- 
income  tenants,  who  could  not  afford  the  rent  increases  imposed 
by  the  cost  of  conventional  financing.     To  help  alleviate  dis- 
placement and  to  expand  the  choice  of  standard  units  available 
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to  poorer  tenants,  the  1968  Section  312     loan  limits  might  be 
altered  in  several  ways.     First,  an  otherwise  ineligible  investor- 
owner  might  qualify  if  he  agreed  to  raise  rents  only  by  the 
amount  of  the  3%  twenty-year  312  loan,   for  a  period  of  at  least 
five  years.     Second,  he  might  qualify  if  he  agreed  to  rent  to 
tenants  within  the  221(d)(3)  income  limits  for  at  least  five 
years.     Third,  he  might  qualify  if  he  obtained  a  "letter  of 
intent"  from  the  San  Francisco  Housing  Authority  which  guaranteed 
that  his  repaired  units  would  be  rented  to  public  housing  tenants 
through  the  Section  23  leasing  program,   for  at  least  five  years. 

A  third  croterion  might  be  the  cost  of  code  compliance.  An 
over-income  owner  might  be  eligible  if  the  costs  to  repair  his 
property  to  code  standards  were  above  a  certain  level.    The  exact 
level  would  probably  have  to  be  determined  by  testing  averages 
for  certain  neighborhoods. 

A  final  criterion  might  be  an  extension  of  the  generally  ac- 
cepted idea  that  housing  costs  should  not  exceed  one-fifth  to  one- 
quarter  of  gross  income.    An  otherwise  ineligible  owner  might 
qualify  if  he  could  demonstrate  that  use  of  conventional  funds, 
even  if  available  at  prevailing  interest  rates,  would  raise  his 
monthly  housing  cost  above  an  agreed  upon  percentage  of  his 
i  ncome . 

A  final  note  i  s  in  order.     tt  i^s  recognized  that  any  of  the 
above  alternatives  might  have  the  effect  of  complicating  (and 
making  more  bureaucratic)  the  FACE  program.    This  has  been  a 
rather  simple  and  straightforward  program.    We  could  do  worse 
than  to  go  back  to  the  program  the  way  it  was  before  the  most 
recent  changes  in  the  1968  Housing  Act. 
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Qualify  Under  the  New  Limits 


10 


Appendix  A 

221   (d)   (3)     Income  Units 
San  Francisco-Oakland  SMSA 

Source:     Maximum  income  Limits  for  Admission  to  Section 
221   (d)  (3) 

Below-Market   Interest  Rate  Housing,  FHA  kk]5.k,  April,  1968 


Fam? 1 y  S  i  ze  Maximum  Gross  Annual  Income 

1  person  $6,050 

2  persons  7,350 
3,^  persons  8,650 
5,6  persons  9,950 
7  or  more  1 1 ,250 
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Appendix  B.     Research  Form  Used  to  Investigate  Files 

FACE  221   (d)  (3)     Income  Limits  Study 

Loan  Information  (confidential) 
NAME  AREA  BLOCK-LOT 


Structural  information 

year  built   Units  before  551  After  

Cost  of  code  compliance   

Appraised  value  Appraisal  source:     FHA  RED 

Assessed  value:  Land  Improvements  Total  

Household  Information 

Family  size  

Age  of  head  of  household  

Financial  Information 

Household  income:     Monthly   Annual  

Source(s)  of  income:  

Monthly  housing  costs:  

Purchase  price:    Equity:  

Outstanding  debts:     Amount   Nature  

Loan  Program  Information 

Amount  of  312  loan:  

Amount  of  grant:   Reason:     Income  Housing  costs 

Amount  of  refinancing:   

Additional  comments: 
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Appendix  C 

i  N FORMAT  1  ON  ABOUT  LOAN  RECIPIENTS  WHO  WOULD  NOT  QUALIFY  UNDER  THE 


1968 

LIMITS 

TABLE  1 

Age  of  Structures 

FACE  AREA* 

A. P. 

B.V. 

G.P. 

G  .H . 

TOTAL 

Bu  i  1 1  before  1900  4 

7 

1 

3 

15 

10% 

lcni  loon 

33 

27 

25 

7 

92 

64% 

r 

5 

5 

7 

5 

22 

15% 

1     i  or  later 

Z 

0 

0 

10 

12 

8% 

K  1  1^  — \  ft    I    '*\     ft        I  — \  I-         1  . 

Not   3V3 1  1  3D  I e 

Z 

0 

0 

1 

3 

3% 

T  ^  ft-  -i  1 

I  ota  i 

HO 

39 

33 

26 

144 

100% 

Appraised  Value 

A. P. 

B.V. 

G.P. 

G.H. 

TOTAL 

n  c l n  nnn 
U- 9 1 u , uuu 

n 
u 

0 

0 

0 

0 

0% 

t i n  nnn   fin  nnn 

n 

2 

13 

4 

19 

14% 

$20,001-$30,000 

14 

5 

20 

1 1 

50 

35% 

$30,001-$40,000 

22 

15 

0 

5 

42 

29% 

$40,001 -$50,000 

7 

0 

2 

13 

9% 

$50,000  + 

6 

10 

0 

4 

20 

13% 

Total 

46 

39 

33 

26 

144 

100% 

TABLE  3 

Owner 

Occupancy  Rate 

A. P. 

B.V. 

G.P. 

G.H. 

TOTAL 

52% 

51% 

81% 

38% 

54% 

*  A.P.=Argue  1  lo 

Park,  B.V 

,=Buena 

Vi  sta, 

G.P.=Glen 

Park,  G.H 

.=  Great 

H  i  ghway 
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TABLE  4 

Fami 1 y 

S  i  ze 

A. P. 

B.V. 

G.P. 

G.H. 

TOTAL 

1  person 

1  1 

14 

6 

4 

35 

24% 

2  persons 

13 

1  1 

12 

7 

43 

30% 

3  persons 

3 

5 

2 

3 

13 

9% 

4  persons 

1  1 

4 

10 

8 

33 

23% 

5  persons 

1 

1 

0 

2 

4 

3% 

6  persons 

2 

2 

2 

2 

8 

5% 

7  persons 

2 

1 

1 

0 

4 

3% 

V\  ' — *  r~     rrt  ' — s  r"  o 
O     Ul  HfJlC 

i 

n 
u 

n 
u 

2 

J 

9°/ 
£-7° 

Not  avai lab 1e 

46 

39 

33 

26 

144 

100% 

TABLE  5 

Age  of 

Household  He 

ad 

A. P. 

B.V. 

G.P. 

G.H. 

TOTAL 

20-30 

0 

2 

5 

9 

16 

5% 

31-40 

8 

13 

6 

3 

30 

20% 

41-50 

18 

1 1 

9 

1  1 

49 

34% 

51-60 

16 

10 

8 

10 

44 

30% 

61-70 

3 

3 

4 

2 

12 

9% 

Over  70 

0 

0 

1 

0 

1 

1% 

Not  ava  i 1 ab 1 e 

1 

0 

0 

0 

1 

1% 

Total 

46 

39 

33 

26 

144 

100% 

TABLE  6  Monthly  Household  Income 


A. P. 

B.V. 

G.P. 

G.H. 

TOTAL 

0-$200 

0 

0 

0 

0 

0 

0 

201-400 

1 

1 

0 

0 

2 

1% 

k0] -600 

6 

0 

1 

0 

7 

5% 

601-800 

2 

6 

6 

6 

20 

14% 

801-1000 

12 

1 

8 

3 

24 

16% 

1 00 1  - 1 200 

7 

y 

a 

1201-1400 

5 

5 

7 

4 

21 

14% 

1400  + 

13 

17 

2 

10 

42 

31% 

TOTAL 

46 

39 

33 

26 

144 

100% 

TABLE  7  Income  Sources 


A. P. 

B.V. 

G.P. 

G.H. 

TOTAL 

Pens  i  on 

4 

3 

4 

0 

1  1 

4% 

Social  Security 

1 

0 

0 

0 

1 

1% 

Real  Estate 

35 

28 

12 

19 

94 

38% 

1 nterest 

1 

7 

4 

1 

13 

6% 

Emp 1 oyment 

40 

32 

30 

22 

124 

44% 

Se 1 f -emp loyed 

3 

6 

1 

4 

14 

257* 

7% 

100% 

*  More  than  one 

source  was 

often 

quoted 
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TABLE  0  Monthly  Housing  Costs 


A. P. 

B.V. 

G.P. 

G.H. 

TOTAL 

$0-50 

0 

0 

0 

1 

1 

1% 

51-100 

6 

5 

3 

2 

16 

11% 

101-150 

5 

3 

9 

3 

20 

14% 

151-200 

10 

9 

10 

7 

36 

25% 

201-250 

8 

7 

10 

2 

27 

19% 

251-300 

7 

7 

1 

3 

18 

12% 

301-350 

5 

4 

0 

2 

1 1 

8% 

351-400 

1 

0 

0 

1 

2 

2% 

401  + 

3 

2 

0 

5 

10 

6% 

Not  ava  i 1 ab 1 e 

1 

2 

0 

0 

3 

2% 

Total 

46 

39 

33 

26 

144 

100% 

TABLE  9 

Hous  i  ng 

Costs 

as  a 

Percentage 

of  Monthly  Inc 

A. P. 

B.V. 

G.P. 

G.H. 

TOTAL 

0-15% 

19 

17 

16 

13 

65 

45% 

16-20% 

5 

8 

6 

3 

22 

15% 

21-25% 

6 

2 

5 

3 

16 

11% 

26-30% 

5 

4 

4 

6 

19 

13% 

31-35% 

3 

2 

2 

0 

7 

5% 

36-40% 

3 

2 

0 

0 

5 

3% 

41-45% 

2 

0 

0 

0 

2 

2% 

46-50% 

1 

1 

e> 

1 

3 

2% 

51-55% 

0 

1 

0 

0 

1 

1% 

56-60% 

0 

0 

0 

0 

0 

0 

61-65% 

1 

0 

0 

0 

1 

1% 

66%  + 

0 

0 

0 

0 

0 

0 

Not  Avai 1 ab 1 e 

1 

2 

0 

0 

3 

2% 

Total 

46 

39 

33 

26 

144 

100% 
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TABLE  10 

$0-$10,000 
$10,000-20,000 
$20,001-30,000 
$39,001-40,000 
$40,001-50,000 
$50,000  + 
Not  ava  i 1 ab 1 e 
Total 


Purchase  Pri 


A. P. 

6.V. 

0 

2 

8 

7 

1  1 

6 

5 

8 

L 

3 

5 

4 

15 

9 

46 

39 

of  Property 


G.P. 

G.H. 

2 

3 

18 

7 

10 

8 

0 

3 

U 

U 

0 

4 

3 

1 

33 

26 

TOTAL 

7  5% 

40  27% 

35  24% 

16  1 1% 

5  3% 

13  5% 

28  19% 

144  100% 


TABLE   1 1 

CODE 

COMPLIANCE  COST 

PER 

BUI LD1NG 

A. P. 

B.V. 

G.P. 

G.H 

TOTAL 

$0-5000 

36 

29 

23 

19 

109 

75% 

5001-10,000 

8 

5 

10 

3 

26 

18% 

10,001-15,000 

1 

3 

0 

1 

5 

4% 

15,001  + 

1 

2 

0 

1 

4 

3% 

Total 

46 

39 

33 

26 

144 

100% 

Average/Building  $4235;  Range  $135  to  $24,770 
Average/Unit     $1853;  Range  $135  to  $10,150 
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